T S$ TELECOM LID. 


Corporate Profile 


TS Telecom Ltd. (“the Company” or “T S Telecom”) is a telecommu- 


nications system solution provider. Since 1991, we have been provid- 


ing product solutions to telephone operators in the Greater China 


region, including Hong Kong and Macau. Our products range from 


advanced maintenance and monitoring systems, proprietary monitor- 


ing software and digital access equipment to gas turbine power 


generators for fixed and mobile telecommunications networks. 


The Company and its subsidiaries 
(collectively the “Group”) have 
grown rapidly and its subsidiary, 
T S Telecom Technologies Limited, 
became a public company with 
shares listed on the Growth 
Enterprise Market of The Stock 
Exchange of Hong Kong Limited 
on December 2, 1999. 


Currently, the operations of the 
Group are carried out primarily 


through our Hong Kong office and 


branch offices in Beijing, Shanghai, 


Shenzhen, Guangzhou and 
Wuhan. We also have investments 
in joint venture operations in 
Beijing, Shanghai and Harbin to 
assemble advanced telecommuni- 


cations equipment. 


The Group's success rests mainly 
on our investments in technology 
and customer services. In the 
21st century, telecommunications 
will undoubtedly become more 
important as a pillar of economic 


growth. We are excited about the 


opportunities and challenges that 
lie ahead in this exciting industry, 
and we will continue to invest 

in technological research and 
human resources to better serve 
our customers — the strategies 
that allow us to be the leader 


in our marketplace. 


Message to Shareholders 


It has been ten years since the establishment of our business 


operations. Looking back, the Group has achieved substantial growth. 


This year, we continue to pursue our mission to maximize return for 


shareholders by transforming value, encouraging innovations and 


strengthening corporate governance and operations. 


BUSINESS REVIEW 


During the year, T S Telecom 
worked hard to manage the shifting 
business environment of China’s 
telecom maintenance equipment 
market. The restructuring and asset 
reorganizations of mainland’s local 
telephone bureaus were still ham- 
pering the approval of contracts 
and projects which were originally 
pending negotiation, causing the 
decline of our revenue and profit 


for the year. 


While business of our power 
monitoring systems for fixed line 
telecom networks was stagnating, 
we did well in the launching of our 
new products, PowerCom BSMS 


and Gas Turbine Generators during 


the year. Both of them are 

well received by customers. We 
expect a significant portion of 
our business growth will come 
from these two new products 


in the coming years. 


PowerCom BSMS is a state-of- 
the-art power and environment 
monitoring system for mobile 
base stations. Mobile phone 
subscribers are growing fast 
and the need to ensure service 
quality of mobile phone systems 
is imminent. While mobile 
telecommunication technologies 
evolve rapidly, our research and 
development team worked very 
hard to stay ahead of such 


evolution. We believe that 3G 


mobile technologies will 
revolutionize the way we communi- 
cate. So our researchers are now 
making sure that our next genera- 
tion PowerCom BSMS can revolu- 
tionize the monitoring of the 3G 


mobile base stations. 


Launching gas turbine generators 
was the key business initiative 
during the year. We completed the 
productions of the first two units 
of stationed gas turbine generators, 
capable of generating a total of 
6,000 kilowatt of electricity output. 
Our joint venture factory in Harbin 
is in the process of producing the 
first unit of mobile gas turbine 
generator, capable of generating 


1,000 kilowatt of electricity output. 


While our plan is to offer a full 
range of genset products, we are 
seeking partnership opportunities 
with an innovative micro-turbine 
manufacturer to provide generators 
capable of generating 28 to 300 
kilowatt of electricity output. 


For the international market, we 
are proud to state that we are 
invited by our strategic partner 

in France to develop the mobile 
gas turbine genset market in North 
America. A more solid game plan 


will be developed in late 2001. 


OUTLOOK 


Telecommunications will no doubt 
continue to be the major growth 
area in the coming years. With 
China's accession to the World 
Trade Organization and rapidly 
increasing domestic demand, 
business opportunities from 

the telecom sector will continue 


to grow. 


Appreciation 


The broadening of our products 
offering allows the Group to 
increase the flow of products into 
our customer base. In the near run, 
we expect to achieve significant 
growth as the Group continues to 
implement our marketing initiatives 
and devote resources on research 
and development of new technolo- 
gies. With a strong customer base 
and sound products, we are confi- 


dent about the Group’s prospect. 


We also expect our business in gas 
turbine generators to grow. 

The current energy revolution 
could prove to be one of the most 
significant developments of the 
21st century, overshadowing in 
some respect the lasting impact 
of the computer revolution of the 
past decade. The energy shortage 
experienced in California is an 
early bell-ringing phenomenon 


of an energy crisis in the making, 


The past ten years have been an exciting 


journey with great opportunities, challenge 


and reward. On behalf of the Directors, 


| would like to extend our gratitude and 


sincere appreciation to all management 


and staff members for their hard work and 


dedication throughout the past decade. 


particularly in certain regions of 
the developing world where the 
infrastructure of power generating 
systems is facing chronic degrada- 
tion and obsolescence. Concerns 
over the environment from mega- 
projects have encouraged the 
development of new, clean, on-site 
burning technology, reversing 

a long-standing trend towards 
central generation which we hope 
to vigorously accelerate through 
the introduction of a complete 

line of reliable, long life, low emis- 
sion gensets for distributed power 
generation. Hence, we plan to 
devote considerable resources 


to cultivate this opportunity. 


a= 


Randy K. Hung 
Chief Financial Officer 


Raymond S. H. Lau 
Chairman of the Board 


Review of Operations 


INDUSTRY OVERVIEW 


In 2000, the restructuring of local telephone bureaus in the PRC is still progressing at varying pace and hence 


affects our turnover. Nonetheless, the Group managed to capture new business from the launch of our PowerCom 


BSMS to the two mobile operators and shipment of our first two units of gas turbine generators for a newly 


established telecom station in Shantou, China. 


Despite the slowdown experienced during the year, management is optimistic in the future performance 


of the Group and its growth in the industry. Since March 31, 2001, the Group signed a total of approximately 


$5,078,000 of new contracts. 


EXPANDING INTO NEW 
MARKETS 


The Mainland 

The Group continued to expand 
its market coverage and customer 
base in the mainland by increasing 
headcount and implementing 
aggressive marketing strategies. 
Our marketing effort during 

the year mainly focused on 
developing relationships with 

the two mobile phone operators 
as well as the local telephone 
bureaus of second-tier cities and 
inland area as we believe signifi- 
cant business growth will come 


from these areas. 


Southeast Asia 

During the year, we had 
discussions with enterprises in 
major Southeast Asia countries 


On cooperation ventures. We 


were Cautious that the economies 
in the region had not fully recov- 
ered, and political turmoil in cer- 
tain countries deterred us from 
making investments. Hence, 

the Group decided to delay 
implementing its marketing 


effort for Southeast Asia. 


LAUNCHING NEW PRODUCTS 


During the year, the Group 
successfully launched two new 
products — PowerCom BSMS 


and gas turbine generators. 


PowerCom BSMS 

PowerCom BSMS was launched 
at the end of the first quarter. 
The Group managed to sign 

the first sales contract with the 
Shanghai branch of China United 
Telecommunications Corporation 


(“China Unicom”) in July, 2000. 


The sales contract includes a 
commitment from the Shanghai 
branch of China Unicom to desig- 
nate the Group as Its sole solution 
provider for monitoring systems 
of all mobile phone network 
control centers and base stations 


in Shanghai in the coming years. 


In September, 2000, the Group 
signed sales contracts with the 
Wubei branch and Jilin branch 

of China Mobile Communication 
Corporation (“China Mobile”) to 
provide our PowerCom BSMS for 
their communication centers and 


remote base stations. 


The Group is now actively 

in negotiation to sign additional 
contracts to provide PowerCom 
BSMS for other branches of China 


Mobile and China Unicom. 


The Group successfully launched two new products — 


PowerCom BSMS and gas turbine generators. 


To anticipate future growth, the 
Group entered into an agreement 
in May, 2001 to acquire real estate 
in Shenzhen for the purpose of 
expanding our capacity to assemble 


power monitoring systems. 


Gas Turbine Generators 

This new product was also 
launched at the end of the first 
quarter. The Group signed the 

first sales contract in July, 2000 

to provide two units of our OD30C 
gas turbine generators of 6,000 
kilowatt output power for a new 
fixed-network telephone station 

of the Shantou Telephone Bureau 
of China Telecom. The two genera- 
tors were assembled by D&T 
Engineering Co., Ltd., the Group’s 
45% equity joint venture factory 


in Harbin. 


The Group subsequently signed 
another sales contract with a 
subsidiary of the Shanghai Branch 
of China Telecom to provide our 
QD10B series of mobile gas 


turbine generator. 


The Group is actively marketing 
gas turbine generators in China 
and has received extremely 
positive feedback from telephone 


operators in the mainland. To cope 


with future production, the Group 
signed an agreement with a 
supplier, Turbomeca Asia Pacific 
Pte. Ltd., a worldwide leader in 
the design and manufacture of 
small and medium size gas tur- 
bines for industrial and military 
purposes, to acquire their 900 
kilowatt to 1,500 kilowatt 
MAKILA-TI turboshaft gas turbine 


engine core in the next five years. 


FORMING NEW JOINT 
VENTURE 


In September, 2000 the Group 
entered into an agreement with 
Beijing Zhongdian Yiping Science 
& Technology Limited to set up a 
new joint venture. The new joint 
venture Beijing Telecom Science- 
Soft Information Systems Co., Ltd. 
(“Beijing Telecom Science-Soft”) 
will focus on the development of 
large scale telecom software plat- 
forms and applications for fixed line 
and mobile telephone operators in 
China. Major telephone operators 
in the mainland will need to invest 
a significant amount to re-create 
or upgrade their network manage- 
ment applications in the area of 
resource management, billing 


and customer services, network 


& system maintenance and 
telephone directories. The Group 
believes that these capital invest- 
ments are necessary for the main- 
land telecom bureaus to offer value 
added services, and compete with 
foreign invested telecom operators 
upon the de-regulation of the 
telecommunications industry 
pursuant to China entering into 
the World Trade Organization. 

The formation of the joint venture 
aims to capture this anticipated 


growth area in the telecom sector. 


CONTINUOUS INVESTMENTS 
IN TECHNOLOGIES 


The Group has been continuously 
working on developing new prod- 
ucts in fiberoptic technologies. 

The field trials for the Fibersmart 
system continues to progress with- 
in its highly ambitious framework 
of development. Part of this devel- 
opment programme includes a 
regiment of systems integration 
that further enhances the function- 
ality of Fibersmart. While timing of 
Fibersmart field trials was longer 
than anticipated, the Group is confi- 
dent in the system's market appeal, 
and the added future revenues that 


will be earned for the Group. 


Management discussion and analysis 


The discussion and analysis of the financial results of T S Telecom for the year ended March 31, 2001 should be 


read in conjunction with the Company's consolidated financial statements and related notes included in this annual 


report. The Company's consolidated financial statements have been prepared in accordance with accounting princi- 


ples generally accepted in Canada. 


2001 RESULTS OF 
OPERATIONS 


Fiscal 2001 was marked by several 
important accomplishments. The 
Group has successfully launched 
two new products, PowerCom 
BSMS and Gas Turbine Generators. 
Both of them were well received 
by customers and we, therefore, 
expect that a significant portion of 
our business growth will come 
from these two new products in 
the coming years. The Group also 
worked hard to manage the shifting 
business environment and record- 
ed total revenues of $15.2 million, 
as compared to $18.3 million real- 
ized a year earlier due to the con- 


tinuing restructuring and 


the delays of the capital invest- 
ments of the local telephone 


bureaus in the mainland. 


General and administrative expens- 
es were reduced by 19% from 
$8.4 million realized in fiscal 2000 


to $6.8 million for the current year. 


Amortization expenses in fiscal 
2001 were $366,000 as compared - 
to $247,000 in fiscal 2000. The 
increase mainly resulted from addi- 
tional capital expenditures made in 
the year for the investment in the 


newly acquired ventures. 


Research and development expens- 
es in fiscal 2001 were $926,000 
compared to $469,000 in fiscal 


2000. The increase was directed 


towards the development activities 
of the new products, power moni- 
toring systems for mobile phone 
base stations, gas turbine genera- 
tor and fiber optics networks. 

The Group has also actively 
invested in the design and develop- 
ment of platforms for broadband 
transmission to capture the 
emerging market for broadband 


access networks. ° 


Earnings attributable to the 
Company from associated compa- 
nies in fiscal 2001 were $77,000 
as compared to $80,000 last year. 
The decline also results from 

the restructuring of the China 


telecommunications industry. 


The Group income tax recovery 
for fiscal 2001 was $51,000 as 
compared to $464,000 in the 
previous year. The tax recovery 


of the current fiscal year relates 

to the overprovision of PRC 
subsidiaries and branch offices 
resulted from the 2 years income 
tax holiday granted after the Group 


restructuring in fiscal 2000. 


Net income before tax and 
minority interest for the year 

was $3.2 million, which included 

a dilution gain of $713,000 arising 
from issuance and repurchases of 
shares of a subsidiary, T S Telecom 
Technologies Limited (“TST 
Technologies”), which shares were 
listed on the Growth Enterprise 
Market of the Stock Exchange 

of Hong Kong Limited since 
December 2, 1999. After the 
issuance and repurchases of shares 
of TST Technologies, the Company 
holds a 59.87% interest in 

TST Technologies. 


The net income after tax and 
minority interest for fiscal 2001 
was $2.2 million or 11 cents per 
share, compared to $14.2 million or 
70 cents per share for last year. 


ORDER BACKLOG 


Despite the slowdown experienced 
during the year, management is 
optimistic in the future perform- 
ance of the Group and its growth in 
the industry. Since March 31,2001, 
the Group signed a total of 


$5.1 million of new contracts. 


NET OPERATING LOSS CARRY 
FORWARD 


As of March 31, 2001, the 
Company had net operating losses 
carry-forwards for Canadian income 
tax purposes of approximately 

$1.3 million which are available 

to offset future taxable income 
through 2008. The Company's 
ability to utilize these losses 
depends on the generation of 


future taxable income in Canada. 


CASH FLOW AND LIQUIDITY 


The Group remains strong 

in cash flow management. As 
of March 31, 2001, the Group 
had cash and pledged bank 
deposits of $20.3 million, 
compared to $22.6 million of 


the year earlier. 


Cash outflow from operating 
activities in fiscal 2001 were 

$5.6 million compared to the cash 
inflow of $1.6 million in fiscal 2000. 


Cash outflow from investing 
activities was $3.1 million. This 
amount primarily relates to the 


purchase of capital assets. 


Cash inflow from financing 
activities was $4.1 million which 
was mainly generated from 


issuance of ordinary shares 


of TST Technologies. 


MANAGEMENT OF 
BUSINESS RISKS 


The Company recognizes the vari- 


ous business risks in its operations, 


especially those associated with 
operating a business in its major 
market of China. To manage these 
risks, the Company has established 
certain guidelines, policies and pro- 


cedures in its business operations. 


CURRENCY RISKS 


The Company aims to minimize 
its exposure to exchange rate 

risks by attempting to conclude 
its sales contracts in either U.S. 


or Hong Kong dollars. 


The Company's product costs 

are denominated in U.S. dollars, 
Canadian dollars or Renminbi. To 
the extent that costs are in curren- 
cies other than U.S. dollars, losses 
from exchange rate fluctuations will 
be minimized due to the strength 
of the U.S. dollar. 


The Company’s operating expenses 


are predominantly in Canadian 
dollars, Hong Kong dollars and 
Renminbi. As these are normally 
weaker currencies than the U.S. 
dollar, the Company's exposure 
to foreign exchange fluctuations 


is reduced. 


CREDIT RISKS 


The Company's customers are 
telecommunication companies, 
bureaus, and providers or their 
designated intermediaries. Since 
these entities are essentially gov- 
ernmental bodies, their credit risk 


is lower than private enterprises. 


The Company minimizes its receiv- 
ables and cash flow exposure by 
requiring deposits based on the 
contract value upon receipt of a 
purchase order. A large amount of 
the contract value is typically paid 
on delivery and on installation of 
the equipment and systems. The 


final holdback amounts, which 


typically represents about 5 to 10% 
of the contract value, is paid when 
testing is completed and approvals 
are formally received. We are also 
working to minimize the holdback 
period, which at present is largely 


customerdependent. 


INDUSTRY AND OTHER RISKS 


The Company has branches 

in Beijing, Shanghai, Shenzhen, 
Guangzhou, Penglai and Wuhan, 
which enable us to develop 

and maintain our relationships 
with key industry players. They 
also allow us to keep abreast 


of industry changes. 


The telecommunication sector 

in China has undergone a 
consolidation process through 
corporate reorganization and 

assets restructuring. The impact 

of the consolidation on the industry 


and its participants is uncertain. 


Management's Responsibility for 
Financial Reporting 


The annual report and consolidated 
financial statements have been pre- 
pared by management. The consoli- 
dated financial statements have 
been prepared in conformity with 
Generally Accepted Accounting 
Principles in Canada and, where 
necessary, reflect management's 
best estimates and judgments. 

The financial information presented 
in this annual report is consistent 
with the consolidated financial 
statements. Management acknowl- 
edges responsibility for the fair- 
ness, integrity and objectivity of 

all information contained in 

the annual report including the 


consolidated financial statements. 


Management is also responsible 
for the maintenance of financial 
and operating systems, which 
include effective controls to provide 
reasonable assurance that relevant 
and reliable financial information 

is produced. Our independent audi- 
tors have audited the consolidated 
financial statements and have 


expressed their opinion on them. 


The Board of Directors, through its 
Audit Committee, is responsible for 
ensuring that management fulfills 
its responsibilities for financial 
reporting and internal control. The 
Audit Committee is composed of 


three directors, two of them are 


not members of management. 
This Committee meets periodically 
with management and the external 
auditors to review accounting, 
auditing, internal controls and 


financial reporting matters. 


(ge 


Raymond S.H. Lau 
Chairman 


Sr 


Randy K. Hung 
Chief Financial Officer 


Auditor’s Report to the Shareholders 


To the Shareholders of 
T S Telecom Ltd. 


We have audited the consolidated 
balance sheets of T S Telecom Ltd. 
as at March 31, 2001 and 2000 
and the consolidated statements 
of operations and retained earnings 
and cash flows for the years then 
ended. These financial statements 
are the responsibility of the 
Company's management. Our 
responsibility is to express an 
opinion on these financial state- 


ments based on our audits. 


We conducted our’audits in accor- 
dance with Canadian generally 


accepted auditing standards. 


Those standards require that we 
plan and perform an audit to obtain 
reasonable assurance whether 

the financial statements are free 

of material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts 
and disclosures in the financial 
statements. An audit also includes 
assessing the accounting principles 
used and significant estimates 
made by management, as well 

as evaluating the overall financial 


statement presentation. 


In our opinion, these consolidated 
financial statements present 


fairly, in all material respects, the 


financial position of the Company 
as at March 31, 2001 and 2000 
and the results of its operations 
and its cash flows for the years 
then ended in accordance with 
Canadian generally accepted 


accounting principles. 


Prreruatirhouc orp LLP 
Chartered Accountants 


Toronto, Ontario 
June 27, 2001 


T S TELECOM LTD. 


Consolidated Balance Sheet 


As at March 31, 2001 
(in thousands of Canadian dollars) 


ASSETS 


Current assets 
Pledged bank deposits (Note 74) 
Cash (Note 4) 
Accounts receivable (Note 5) 
Inventories (Note 6) 
Other receivables, prepaid expenses & deposits 
Due from related parties (Note 15) 


Investments (Note 7) 

Investment in securities (market value: $702K) (Note 19b) 
Capital assets (Note 8) 

Intangible asset 


LIABILITIES 

Current liabilities 
Bank loans (Note 14) 
Accounts payable and accrued liabilities 
Due to related parties (Note 75) 
Income taxes payable 


Obligations under finance lease 
Future income taxes 
Minority Interest 


SHAREHOLDERS’ EQUITY 
Capital stock (Note 9) 


Retained earnings 


(See Notes to Consolidated Financial Statements) 


Approved on behalf of the Board of Directors: 


( gs Has 


Raymond S.H. Lau Randy K. Hung 
Chairman Chief Financial Officer 


2001 


$ 928 
19,402 
16,233 

3,139 
881 
369 


40,952 


2,303 
1,004 
3,098 

763 


$ 48,120 


10 
17,321 


$ 23,534 


952 
23,634 
24,586 


$ 48,120 


2000 
(Note 21) 


337 
21,345 


21,682 
$ 36,703 


T S TELECOM LTD. 


Consolidated Statement of Operations 
and Retained Earnings 


For the year ended March 31 
(in thousands of Canadian dollars except earnings per share amounts) 


2001 2000 
INCOME 
Gross sales (Note 10) $ 15,203 $ 18,342 
Cost of sales : 6,018 4,556 
Gross profit 9,185 13,786 
Share of earnings of equity investment (Note 7) 77 80 
Interest and sundry income 1,288 POW, 
10,550 14,973 
EXPENSES 
General and administrative, net (Note 3/) 6,766 8,366 
Research and development 926 469 
Amortization 366 247 
Interest 51 27 
8,109 9,109 
Income before other items, tax & minority interest 2,441 5,864 11 
Other item 
Dilution gain on issuance of shares of a subsidiary (Note 76) 713 10,242 
Income before tax and minority interest 3,154 16,106 
Recovery of income taxes (Note 17) 51 464 
Income before minority interest 3,205 16,570 
Minority interest (916) (2,380) 
Net income for the year 2,289 14,190 
Retained earnings, beginning of year 21,345 7155 
Retained earnings, ending of year 23,634 21,345 
Earnings per share- basic $ 0.11 Ee O10 
- diluted $ 0.10 BS ONES) 


(See Notes to Consolidated Financial Statements) 
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T S TELECOM LTD. 


Consolidated Statement of Cash Flow 


For the year ended March 31, 2001 
(in thousands of Canadian dollars) 


2001 2000 
(Note 21) 
Cash provided by/(used in): 
Operating activities 
Income before minority interest $ 3,205 $ 16,570 
Items not affecting cash 
Foreign exchange (gain) / loss (2,662) 585 
Amortization 366 247 
Share of earnings of equity investment (77) (80) 
Dilution gain on issuance of shares of a subsidiary (713) (10,242) 
119 7,080 
Net change in non-cash working capital 
Accounts receivable (7,343) (4,516) 
Inventories (956) (569) 
Other receivables, prepaid expenses and deposits (561) (206) 
Due from and to related parties 1,532 (294) 
Accounts payable and accrued liabilities 1,632 290 
Income taxes payable (54) (155) 
Cash (used in) / provided by operating activities (5,631) 1,630 
Investing activities 
Acquisitions of investments - (236) 
Capital injection by minority shareholder 367 = 
Repayment of loan from a related party - 340 
Purchase of securities (1,004) - 
Purchase of capital assets (2,485) (699) 
Cash used in investing activities (3,122) (595) 
Financing activities 
Increase in bank loans 378 = 
(Decrease) / increase in obligations under finance lease (14) 70 
Issuance of shares of the company 615 322 
Issuance of shares of a subsidiary 3,918 20,208 
Repurchase of shares of a subsidiary (374) = 
Net changes in bank deposits pledged (453) (475) 
Cash provided by financing activities 4,070 20,125 
Foreign exchange gain / (loss) on cash held in foreign currencies 1,972 (78) 
Net (decrease) / increase in cash during the year (2,711) 21,082 
Cash, beginning of year 22,113 703i 
Cash, ending of year $ 19,402 SiZ2a18 


(See Notes to Consolidated Financial Statements) 


Notes to the Consolidated Financial Statements 
March 31, 2001 


1. Nature of operations 


T S Telecom Ltd. (the “Company”) is a Canadian public company originally incorporated under the laws of the province 
of British Columbia and continued under the laws of the province of Ontario in 1996. 


The Company together with its Subsidiary Group (as set out in Note 2 to the financial statements) is a distributor, 
manufacturer and systems integrator of telecommunications equipment and gas turbine generators. 


Substantially all of the activities of the Company are carried out through the Subsidiary Group of T S Telecom 
Technologies Limited, a company listed in the Stock Exchange of Hong Kong Limited. The majority of the sales of the 
Subsidiary Group are made to telecommunication and other companies, bureaus and their designated intermediaries, 
which are essentially government bodies, located in the People’s Republic of China (PRC). 


2. Basis of consolidation and group reorganization 


Consolidation 


These consolidated financial statements present the consolidated financial position of T S Telecom Ltd. and its 
Subsidiary Group as at March 31 together with the consolidated statements of operations and retained earnings 
and cash flows for the year then ended. 


All significant intercompany transactions and balances are eliminated on consolidation. 


Minority interests represent the interests of outside shareholders in the operating results and net assets 
of the Subsidiary Group. 


Group reorganization 


On August 27, 1999, T S Telecom Ltd. amalgamated with its wholly owned subsidiary New T&T Lab. Corp. 
and continued to carry on business under the name of T S Telecom Ltd. 


On November 16, 1999, the Company transferred the entire issued share capital of TSI, in consideration and in 
exchange for which T S Telecom Technologies Limited was allotted and issued, and credited as fully paid, 3,499,994 
shares of T S Telecom Technologies Limited. 


Pursuant to a group reorganization, which was completed on November 18, 1999, in preparation for a listing of 

T S Telecom Technologies Limited shares on the Growth Enterprise Market ("GEM") of The Stock Exchange of Hong 
Kong Limited, T S Telecom Ltd. (“TS Telecom”) became the holding company of the companies comprising the 
Subsidiary Group listed below. 


The shares of T S Telecom Technologies Limited were listed on the GEM on December 2, 1999. 


Country of Ownership interest 
Subsidiaries (“Subsidiary Group”) as at March 31,2001 Incorporation 2001 2000 
Directly held by the Company 
T S Telecom Technologies Limited (“TST Technologies”) Cayman Islands 59.87% 64% 
Indirectly held by the Company through 
T S Telecom Technologies Limited 
T S Telecom (B.V.I.) Limited British Virgin Islands 100% 100% 
T S International Company Limited (“TSI”) Hong Kong / 100% 100% 
Ying Zhi Xun Telecom Equipment (Shenzhen) Co Ltd. (“YZX") People's Republic of China 100% 100% 
T S Telecom (Shenzhen) Company Limited ("TS Shenzhen”) People's Republic of China 100% 100% 
TSTT (Canada) Ltd (“TSTTC") Canada 100% 100% 
Beijing Kong Da Net Telecommunication 
Equipment Co. Ltd. (“KD Net”) People's Republic of China 75% 75% 
Infoland Technology Limited (“Infoland”) British Virgin Islands 51.25% - 
T S Electric and Power Co Ltd ("TS Electric”)* Hong Kong 100% - 
Cyber First Technology Limited (“Cyber”) Hong hone ; 51.25% - 
Beijing Telecom Science-Soft Information System Co. Ltd. People’s Republic of China 41% = 


* This company has not yet commenced business as at March 31, 2001 


YZX, T S Shenzhen, KD Net and Beijing Telecom Science-Soft Information System Co. Ltd. have adopted December 31 
as their financial year end date for statutory reporting purposes. For the preparation of the consolidated accounts, 
management accounts of these subsidiaries for each of the 12 months ended March 31, 2000 and 2001 have been 
used after making adjustments as appropriate for compliance with generally accepted accounting principles. 


Summary of significant accounting policies 


The Financial Statements have been prepared in accordance with Canadian Generally Accepted Accounting Principles. 
The following are the Company's significant accounting policies: 


a. Inventories 


Inventories are comprised of raw materials, work in progress, and finished goods and are stated at the lower 

of cost and net realizable value. Cost, calculated on the first-in, first-out basis, comprises materials, direct labour 
and an appropriate proportion of production overhead expenditure. Net realizable value is determined on the basis 
of anticipated sales proceeds less estimated selling expenses. 


b. Investments 


Investments over which the Company has significant influence are accounted for using the equity method. 


c. Investment in securities 


Investment in securities is carried at cost and is written down to market value if there is a decline in market value 
which is considered other than temporary. 


d. Capital assets 
Capital assets are recorded at cost and are amortized on a straight-line basis by the Subsidiary Group and declining 
balance basis by the Company. Annual amortization rates adopted are as follows: 


Furniture, fixtures and equipment e 20% to 30% 
Automobiles © 25% 
Buildings © 2% 


Leasehold improvements are amortized on a straight-line basis over the lease terms. 


e. Intangible asset 


The intangible asset is recorded at cost, deferred and amortized over the expected useful life of the asset, 
which is generally over a three-year period. 


f. Finance leases 


Leases that substantially transfer all the risks and rewards of ownership of assets, other than legal title, are 
accounted for as finance leases. At the inception of a finance lease, the fair value of the asset is recorded 
together with the obligation, excluding the interest element, to pay future rentals. 


Payments to the lessor are treated as consisting of capital and interest elements. Finance charges are debited 
to the statement of operations in proportion to the capital balances outstanding. 


Capital assets held under finance leases are amortized over the shorter of their estimated useful lives or lease 
periods. 


g. Operating leases 


Leases where substantially all the risks and rewards of ownership of assets remain with the leasing company 
are accounted for as operating leases. Rental applicable to such operating leases are charged to the statement 
of operations on a straight-line basis over the lease term. 


h. Income taxes 


The Company follows the asset and liability method of accounting for income taxes. Under this method, the 
change in the net future income tax or liability is included in income. Future income tax assets and liabilities are 
measured using enacted income tax rates to apply to taxable income in the years in which temporary differences 
are expected to be recovered or settled. 


ji. Revenue 


Revenue from the sale of products is recognized on the transfer of ownership which generally coincides with 
the time when the goods are delivered to customers and the title has passed. Maintenance service income is 
recognized when the services are rendered. Interest income is recognized on an accrual basis. 


j. Research and development expenses 


The Company expenses all research and development expenditures. 


k. Defined contribution plan 


The Subsidiary Group has participated in the mandatory provident fund (the “fund”) for its employees in Hong 
Kong. Contributions to the scheme by the Group and employees are calculated as a percentage of employee's 
basic salaries. The retirement benefit costs charged to profit and loss account represents contribution paid and 
payable by the Group to the fund. The assets of the fund are held separately from those of the Group in an 
independently administered fund. 


The subsidiaries in the PRC have participated in certain employees’ retirement schemes implemented by the local 
municipal governments. Contributions are made by the relevant subsidiaries to these schemes based on certain 
percentages of the applicable payroll costs. 


The Group has no other obligations other than the above-mentioned contributions. 


The Group's contributions to the defined contribution retirement schemes are expensed as incurred. The assets 
of the scheme are held separately from those of the Group in independently administered funds. 


|. Foreign currencies 


Foreign currencies are translated into Canadian Dollars using the average rate for the fiscal year for items included 
in the consolidated statement of income, the rate in effect at the balance sheet date for monetary assets and 
liabilities included in the consolidated balance sheet and the historical rate for other items. Foreign exchange 
gains and losses are included in general and administrative expenses of the consolidated statement of operations. 
The operations of the Company’s subsidiaries are determined to be of an integrated nature. 


m. Fair values of financial instruments 


Fair value estimates are made at a specific point in time, based on relevant market information and information 
about the financial instruments. These estimates are subjective in nature and involve uncertainties and matters 
of significant judgement and therefore cannot be determined with precision. Changes in assumptions could 
significantly affect the estimates. 


The carrying value of balances that mature within one year, including cash, accounts receivable, amounts due 
from and to related parties, and accounts payable and accrued liabilities are considered to represent their fair value. 


Balances with no fixed payment terms, such as, holdback receivables are reported at their carrying values. 


n. Use of estimates 


The preparation of financial statements in conformity with accounting principles generally accepted in Canada 
requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities 
and disclosures at the date of the financial statements, and the reported amounts of revenues and expenses 
during the reporting period. Actual results may differ from these estimates. 


Cash 


Included in cash is an amount of $1,599,991 (2000: $934,465) which is denominated in Renminbi. Renminbi is not 
a freely convertible currency. 


Accounts receivable 


Since the majority of the Company's customers are essentially government bodies, the associated credit risk is gener- 
ally lower than that of private enterprises. The Company's risk is also lowered by the requirement for purchase 
deposits upon delivery. The sales contracts provided for customer holdbacks in the range of 5-10% which will be paid 
when testing is completed and approvals are formally received. 


Included in accounts receivable are holdback receivables totalling approximately $3,692,600 (2000: $1 858,800), which 
may be settled beyond twelve months from the date of the consolidated balance sheet, as the holdback period is 


largely customer dependent. 


6. Inventories 
2001 2000 
$ $ 
Raw materials 468,931 490,379 
Work in progress 518,090 410,672 
Finished goods 2,151,865 1,106,014 
3,138,886 2,007,065 
7. Investments 
The Company's Subsidiary Group has a 30% interest in Shanghai Hua Cheng Telecommunication Equipment Co. Ltd. 
(“Shanghai Hua Cheng” or “SHC") and a 45% interest in D&T Engineering Co. Ltd ("D&T"). These investments are 
accounted for using the equity method. Shanghai Hua Cheng and D&T have adopted December 31 as their financial 
yearend date for statutory reporting purposes. 
2001 2000 
$ $ 
SHC D&T Total Total 
Opening Balance 1,990,274 236,425 2,226,699 1,910,401 
Cost of shares acquired - - - 236,425 
Income / (loss) before income tax 102,446 (9,304) 93,142 106,303 
Income tax provision (16,028) - (16,028) (26,430) 
Net income 86,418 (9,304) 77,114 79,873 
Ending Balance 2,076,692 227121 2,303,813 2,226,699 
8. Capital assets 
2001 2000 
Accumulated Accumulated 
Cost Amortization Net Cost Amortization Net 
$ $ $ $ $ $ 
Furniture, fixtures and equipment 3,480,339 864,705 2,615,634 1,054,903 643,099 411,804 
Automobiles 159,836 44,985 114,851 162,251 11,950 150,301 
Buildings 192,987 10,489 182,498 203,352 7,162 196,190 
Leasehold improvements 511,349 326,077 185,272 447718 226,988 220,730 
4,344,511 246,256. °3,098)255)) 1/868, 224 889,199 979,025 
As at March 31, 2001, the net book value of capital assets held by the Subsidiary Group under a finance lease 
amounted to $63,522 (2000: $80,558). 
9. Capital stock 
2001 2000 
$ $ 
a. Issued and outstanding 
21,990,005 common shares (2000: 20,760,005) 336,720 


951,720 


The Company's share capital consists of an unlimited number of common shares without par value and 
an unlimited number of preferred shares. During the year, 1,230,000 (2000: 705,000) common share options 
were exercised at a price of $0.50 per share for an aggregate consideration of $615,000 (2000: $321,900). 


b. Options 


Under the Company's share option plan, directors, officers, employees and consultants may purchase common 
shares at market value on the effective date of the granting of each option. During the year, 50,000 options 
expired. As at March 31, 2001, there are no options outstanding (2000: 1,280,000). 


10. Segmented information 


An analysis of the Group's gross sales and contribution to operating profit for the year by principal activity is as follows: 


Gross sales Operating profit 
2001 2000 2001 2000 
$ ‘000 $ ‘000 $ ‘000 $ ‘000 
Principal activities 
Telecommunications products Tyas 18,342 6,309 11,876 
Gas turbine generators 3,460 - 705 - 
15,203 18,342 7,014 11,876 


11. Income taxes 


a. Tax provision reconciliation 


The provision for income taxes differs from the provision computed at statutory rates as follows: 


2001 2000 

$ ‘000 $ ‘000 

(Note 21) 

Income before other item, tax and minority interest 2,441 5,864 

Income taxes at combined Canadian federal and provincial statutory rates 1,058 2,617 
Increase / (decrease) in income taxes resulting from: 

Foreign operations taxed at lower rates (226) (3,202) 

Losses not tax effected 208 ~ 

Permanent difference — intercorporate dividend* _ 279 

Permanent difference — unrealised foreign exchange gain (1,091) (205) 

Utilization of losses not previously recognized = (953) 

Tax recovery (51) (464) 


* Inte-corporate dividend of $3,090,909 received by T S Telecom Ltd. from TSI. 


b. Income tax losses 


At March 31, 2001, the Company has income tax losses of approximately $1,330,000 (2000: $834,000) for 
Canadian taxation purposes available for reduction of future years’ taxable income. The benefits of these losses 
have not been recognized in these financial statements. These losses expire as follows: 


$ 

2005 503,000 
2006 331,000 
2008 496,000 
1,330,000 


12. Related party transactions 


During the year, the Company and its subsidiaries entered into the following transactions with related companies: 


2001 2000 
$ $ 

Administrative service fees paid toT S (Holdings) Company Limited 
("T S Holdings”) (a) 185,165 181,824 
Purchase of leasehold properties from a director (b) - 88,590 
Acquisition of YZX From T S Canada Inc. (c) - 1,138,103 
Sales to Shanghai Hua Cheng, equity accounted for investment - 1,509,139 
Purchase from D&T Engineering, equity accounted for investment 1,802,656 _ 

Rents paid to: 

Atlantic Concord Inc. (e) 47,250 47,250 
T S Holdings (a) 249,240 108,368 


Commission expense paid to director (d) 173,592 = 
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(a) 


(c) 


(d) 


(e) 


TSI has entered into an agreement with T S Holdings, a company controlled by a shareholder and director of the 
Company to pay a management fee of $15,431 per month (2000: $15,152 per month) for administrative services. 
This administrative service agreement expires on November 15, 2004. TS! has also entered into a lease agreement 
with T S Holdings for $20,770 per month (2000: $20,396) that expires on March 31, 2002. 


The Subsidiary Group purchased a residential property as staff quarters from a director of the Company at a total 
consideration based on an independent market valuation of $88,590 prior to the listing of TST Technologies shares 
on GEM. 


This Company was previously owned by T S Canada Inc., a company owned by directors of the Company. Pursuant 
to an agreement, the Subsidiary Group acquired on June 30, 1999 all the equity interests in YZX from T S Canada 
Inc., at a consideration of $1,138,103. 


This represents commission paid to a firm in respect of the placement of the Company’s shares. The firm 
is controlled by a director of the Company. 


Atlantic Concord Inc. is controlled by a shareholder and director of the company. 


Management is of the opinion that the above transactions are based on normal commercial terms in the normal 
course of the Group's business. 


13. Commitments 


Operating leases 


a. 


As at March 31, 2001, T S Telecom Ltd and its Subsidiary Group have entered into operating leases for land 
and buildings. The minimum lease payments are as follows: 


2002 $431,000 
2003 237,000 
2004 68,000 

$736,000 


License agreement 


b. 


During the year, T S Holdings, a related company in which a director of the Company has a beneficial 

interest, entered into an operating lease with a third party in respect of office premises which are shared 

by TST Technologies Limited and T S Holdings. Half of the rental expenses of the premises is borne and paid 
by the Company thoughT S Holdings. In November 1999, TS! entered into a license agreement, which expires 
on March 30, 2002, with T S Holdings under which the Subsidiary Group Is granted a right to use the above 
office premises at a monthly license fee of approximately $25,000. 


Financial commitments 


CG: 


As at March 31, 2001, the Subsidiary Group had outstanding forward exchange contracts to buy European dollars 
amounted to approximately $1,138,000 (2000: $nil). 


14. Bank facilities 


a. 


b. 


The Company has entered into an agreement with a bank for an overdraft facility of up to $100,000. 


The Subsidiary Group has entered into agreements with an overseas bank for an overdraft facility of approximately 
$595,000 (2000: $560,000), and a Letter of Credit and inward bills facility which includes trust receipt loan facilities 
of approximately $1,390,000 (2000: 1,300,000). The facilities are collaterized by certain fixed deposits of the 
Subsidiary Group amounting to approximately $520,000 (2000: $500,000). 


The short-term bank loan is repayable within one year and is secured by a fixed Gepost of the Subsidiary Group 
amounting to $404,600 (2000: $nil). 


15. Due from and to related parties 


2001 2000 
$ $ 
Due from related parties: 
Due from companies controlled by shareholder(s) and director(s) of the Company 369,330 353, /69 
Due from Shanghai Hua Cheng - 79,231 
Due to related parties: 
Due to D&T Engineering 1,461,338 = 


These amounts are unsecured, interest free and repayable on demand. 


16. Dilution gain 


17. 


18. 


19. 


20. 


21. 


The dilution gain resulted from the issuance of common shares by TST Technologies on August 29th, 2000 
(2000: December 2nd 1999) for amounts in excess of the company's carrying value. 


2001 2000 

$ ‘000 $ ‘000 

Net proceeds from the issuance of TST Technologies common shares 3,918 20,208 

Less: Minority interest portion as at dilution date — 40.93% (2000: 36%) (1,604) (7,275) 

TS Telecom net proceeds from the issuance of TST Technologies common shares 2,314 12,933 
Carrying value of net assets disposed — representing a 4.93% (2000: 36%) 

ownership interest (1,601) (2,691) 

Dilution gain 713 10,242 

Defined contribution plan 


Total contributions made by the Group for the year amounted to approximately $57,000 (2000: $12,000). 


Significant customers and suppliers 


During the year, sales to the two largest customers accounted for 32% of sales for the year. Purchases from the two 
largest suppliers accounted for 38% of purchases for the year. 


Subsequent events 


a. On May 25, 2001, the Subsidiary Group entered into an agreement with an independent property developer in 
Shenzhen to purchase a property located in the People’s Republic of China at a consideration of approximately 
$1,569,000. The transaction is expected to be completed by November 30, 2001. 


b. As of June 27, 2001, the total market value of the investment in securities was approximately $165,000. 


Foreign currency risk 


A significant portion of the company’s financial assets and liabilities are originally denominated in Renminbi, 
Hong Kong dollars and U.S. dollars, are converted into Canadian dollars for financial statement presentation. 


Comparative figures 


Certain of the 2000 comparative figures have been restated to conform with the basis of presentation adopted 
in the current year. 
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